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While MAO Tse-tung was negotiating with the USSR in Moscow the two factions | 
of the Chinese Communist Party (CCP) which have existed durins the vast 
several years began to stand out sharvly. The one faction, now svoken of 

ag the Internationalists, believes thet China rust maintain a close alliance 
with the USSR; the other, termed the Nationalists, believes thot China must 
keep clear of all forei#n alliances. The Internationalists, wo have heen 
losing ground in the vast months, now anpear to be in a nosition so thet to 
bring the Nationalists into line with their policies they must commit the 
country irrevocably by an attack within the next few weeks on Indochina. 


The differences between the two factions is sharpened by the severity of the 
internal economic crisis and the widespread internal unrest consequent to it. 
fhe most fundamental cause of the crisis is the dislocation of the national 
economy resulting from the severance of normal economic relationshins between 
China and the Western nations, relatlonshivs with which Chinese economy as 4& 
whole is closely integrated. 


These relationshivs were broken off by the blockade of Shanghai by the Nation- 
alist Government and by the foreign trade policies of the Chinese Communist 
Government. The burden of the suvport of the coastal cities, Shanghai es- 
pecially, then was placed by the Cormunists on the rural economy, which was 
already strained by its having had to supnort the armies both with manpower 
and grain. By now, therefore, rural areas throughout China are in oven re- 
bellion against the Communists over the question of taxes. 


Conditions of dissatisfaction also exist in the cities where taxation is 
considered extortionate in its confiscation of comercial and industrial 
capital, resulting in the dislocation of vroduction and distribution through- 
out the country. 


The crisis has also been built up by the incomnetence of much of the verson- 
nel of the Chinese Communist Government, central, provincial 2nd municinval. 
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nolicy decisions, with present conditions confining them to the foliowing 
two main courses of action: 


a. They can continue their present foreign ond domestic policies, which 
includes the maintenance of the armies at their present strength for 
the occupation of Hainan and Taivan and to move into Southeast Asia, 
as well ae to maintain internal order. This course is clearly beyond 
the capabilities of the national economy to swuvort. 


be They can abandon their policies requiring heavy government exvendi tures, 
seek some sort of political anid economic rapprochement with the Western 
ations, and concentrate all their efforte toward stabilizing the internal 
conditions of the country. 


The Internationalist grows of the CCP favors the first course: the Nebionalist 
group believes the second course is necessary if not desirable. The Inter~ 
nationalists have enovgh control of the CCP machinery to make their views 
prevail and secure at least formal adovtion of their felicies., This control 


is being constantly reinforced by the arrival of more and more Soviet advisers. 


The strength of the Nationalists is found mostly in the military leaders, whose 
control over significant segments of the armies makes it possible for them to 
act independently. They can at least forestall a CCP vurge by the Internation- 
alists. : 


In the near future the Internationaliets will probably make a move, ao thot the 
Chinése Communist Government is committed to a course of action in which no 

peace with the militant non=Communiats will be voasible and in which the Western 
nations will be irrevocably alienated. It is believed that the decision to 
proceed in this manner has already been adopted and action is already being taken. 
The firat manifestation will be a massive attack on Taivan™® to get the varticl< 
pation of the Soviets, at least of an air arm. At the game time, or nearly at 
the game time, Communist armies will enter Indochina. , 


Comment. FEB asserts tht Tune Piew ia a leader 0D 


Nationalist faction of the CCP, and is a svokesmun for it. This rep 
also indicates that IZN Piao, LIU Foecheng, PI ENG Beehuai and CHIEN Yi 
are military leaders of TUNG's persuasion. 
indevendent of that of eno rom TUID BK 1A 
the Nationalists in the COP. TUNG) s words hava5X1A 
reached the ears of a representative ef an international news service 

and that the success of TUNG’s volitieal manewrer is thereby jeonardiged. 


E thet the Communists 
have verfected a plan for large scale desertions of the Nationalist forces 
on Taiwan at the time of the landing of Communist troops. 
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